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SECTION C
STATEMENT OF WORK

| NTRODUCT| ON

The Federal Retirement Thrift Investnment Board (Board),
created by the Federal Enployees’ Retirenent System Act of
1986, administers the Thrift Savings Plan (TSP) for Federal
enpl oyees. The TSP is a defined contribution plan simlar
to 401(k) plans in the private sector. As of April 30,
2000, there were over 2.4 mllion participants in the TSP,
and TSP Fund Bal ances total ed $96.9 billi on.

Currently, TSP participants may invest their contributions
or account bal ance in any conbination in three investnent
funds: the Governnent Securities Investnment (G Fund, $31.6
billion; the Cormbn Stock Index Investnment (C) Fund, $61.4
billion; or the Fixed Income |Investnent (F) Fund, $3.9 bil-
lion. The TSP plans to make two additional investnent funds
avai l able: The Small Capitalization Stock Index Investnent
(S) Fund that will track the WIlshire 4500 Stock Index and
The International Stock Index Investment (1) Fund that will
track the Morgan Stanley Capital International Europe,
Austral asia and Far East (EAFE) Stock | ndex.

As of April 30, 2000, the F Fund had .7 mllion partici-
pants. Monthly contributions to the F Fund for the 12
nont hs endi ng April 30, 2000, averaged $42.7 mllion.

Al t hough the F Fund receives contributions from Feder al
agencies on a daily basis, the contributions are not evenly
spread throughout the nonth, due to the payroll cycles of

t he enpl oyi ng agenci es that submt TSP contributions on
behal f of their enployees. Qher significant cash flows are
attributable to I oans, withdrawals, and interfund transfers.
For the 12 nonths ending April 30, 2000, |oans out of the F

Fund averaged $6.2 million per nmonth, w thdrawal s out of the
F Fund averaged $8.9 nmillion per nonth, and interfund
transfers averaged $55.5 mllion per nonth (into or out of
the F Fund; i.e., the average of the absol ute val ues).

In conjunction with the addition of the two new i nvest nent
funds, the Board plans to convert the TSP from nont hly

valuation to daily valuation. Thus, at the comrencenent of
performance under this contract, the F Fund assets will be
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invested in a daily-valued, comm ngled LBA index fund
managed by the Contractor, that accomobdates daily cash
flows into and out of the F Fund.

STATUTORY REQUI REMENTS

Title 5 of the United States Code, 88 8438, 8477, and 8478,
provi des the major statutory requirenents for TSP
i nvestnments (see Attachnment 2, Section J).

STATEMENT OF WORK

Use of the term Contractor is intended to apply collectively
to the investnment manager and any subcontractors or other
entities, regardless of affiliation with the nanager, whom
the manager nmay retain to provide the services described in
t hi s docunent, including custodian duties.

To fulfill the requirenments of this contract, the Contractor
shal | :

1. Accept responsibility as a fiduciary pursuant to § 8477
of Title 5 of the United States Code for its acts or

om ssions in connection with the selection, purchase,

i nvestnent, retention and disposition of F Fund assets.
Handl e all fiduciary responsibilities as required by | aw

2. Provide a daily-val ued, comm ngl ed, Lehman Brothers U. S.
Aggregate Bond (LBA) index fund suitable for a tax-qualified
pl an that accommodates daily cash fl ows.

3. Execute trades efficiently. Mnimze trading costs and,
upon request, provide an explanation of transactions
incurring trading costs above LBA index average trading

cost s.

4. Achieve, on a time-weighted basis, investnent per-
formance that closely tracks that of the LBA index, as
nmeasured and published by Lehman Brothers. The Board will
nmoni tor tracking performance on a nonthly basis.

5. Receive (or disburse) by wire transfer, and invest (or
di sinvest) TSP cash flows from (or to) the Board and any
Board asset manager(s) as frequently as daily, subject to

t he discretion of the Board. Cash flows should be invested
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as soon as feasible in notes and bonds selected to track the
LBA i ndex. Between the tinme cash flows are received by the
Contractor and invested in securities in the LBA index, or
ot herwi se to provide adequate liquidity for the proposed
fund, the funds may be invested in any appropriate futures
contracts or in secure, high quality, short-term fixed-

i ncome securities (the cash account). References in this
Contract to the F Fund are intended to include the TSP s
share of fund units, investnents in any futures contracts,
and the cash account.

6. Provide a daily trade notification deadline that is no
earlier than 2:00 p.m eastern time, with settlenent the
next business day. Provide pre-notification trading so that
TSP purchases and sales are priced at the closing prices of
the notes and bonds in the LBA index on the trade date.

7. Maxim ze earnings on the cash account subject to prudent
i nvestment practices for short-termfunds.

8. Remt, as frequently as daily, by wire transfer per the
Board’ s instructions, to the Board s account or to any Board
asset manager’s account, any and all anmpbunts requested to
cover TSP cash flow requirenents.

9. Provide earliest crediting of all cash inflows and
| at est debiting of all outflows.

10. Provide through an electronic data file in the format
provi ded by the Board, to the TSP record keeper on each
busi ness day, the TSP's share of the proposed fund s total
net earnings, in dollars, for that business day. Total net
earnings include capital gain or loss (net of trading
costs), interest incone, securities |ending inconme, any
income fromthe cash account, or any other incone. The
daily earnings figures are to be transnitted as soon as
avai |l abl e each business day but no later than 6:00 p. m
eastern tine. Establish procedures for notification of the
Board and the TSP record keeper if the earnings figures are
not transmtted by 6:00 p.m eastern tinme. (In advance of
receipt of the initial TSP funds, the Contractor nust
participate in testing of the process for transm ssion of
the electronic data file containing the daily earnings.
Such testing may include earnings for the offered fund based
on hypot heti cal bal ances provided by the Board, and
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provi sion of any technical assistance required to establish
the electronic data link with the Board’ s record keepi ng
system)

11. Provide, no later than the next business day after each
trade date, transaction summary reports detailing each
trade, including nunber of units purchased, unit val ue, and
trading costs, and al so showing interest and other incone
credited since the last trade date. Provide tinely and
accurate nmonthly reports sunmmari zing the status (including
detail of assets held), performance and transactions
(including realized | oss/gain anobunts on sales) of the F

Fund. Reports will include an explanation of tracking
error. Provide a nonthly report on terns of new investnents
made with securities lending collateral. Provide all such

reports electronically to the extent and in the fornmat
required by the Board. Provide special witten or oral
reports to the Contracting O ficer’s Technical Representa-
tive at any tinme during the contract.

12. Provide detailed bills covering nmanagenent fees,
custodi an fees, and any other fees.

13. Provide an established securities |ending programfor
t he proposed fund. Provide the Board with securities

| endi ng policies and investnent policies for collateral
associated with securities |ending. Provide updates as
policies are revised.

14. Provide information on any insurance policies that
protect the TSP against |oss resulting fromviolations of
fiduciary duty or errors and om ssions. Provide information
denonstrating conpliance with the bonding requirenents of
88478 of Title 5 of the United States Code.

15. Accept the in-kind transfer of assets fromthe prior
contractor into the proposed fund at a mnimal cost to the
TSP.

16. Transfer in-kind the assets of the F Fund to a separate
or another comm ngl ed account on the books of the Contractor
or to a separate or comm ngl ed account with anot her contrac-
tor at the request of the Board, upon 30 days’ witten

noti ce.
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17. Provide Board staff access to senior investnent
per sonnel .

18. Provide the Board’s auditor or its contractor(s) access
to the firnm s personnel, operations and records to perform

t he Board' s annual financial audit and sem annual fi nanci al
reviews. This includes providing direct confirmtions
requested by the independent auditor, audited financial
statenents, and other docunents such as audit reports on
internal controls.

19. Provide the Departnent of Labor, or its contractor(s),
access to the firm s personnel, operations, and records to
perform fiduciary conpliance audits(s).

20. Obtain fromthe Departnent of Labor any required
exenptions from prohibited transaction restrictions
contained in the Federal Enployees’ Retirenment System Act of
1986, without charge to the TSP.

[END OF SECTI ON]



